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FOREWORD

The reports on Sino-Soviet Bloe economic activities in urderde.
veloped areas in the EIC-R1L series provide periodic summaries and
analytical interpretations of significant developments in the economie
relations of Bloc countries with underdeveloped countries of the Iee
World. These developments are reported on a current, factual basi: in
the Biweekly Reports in the EIC-WGR-1 series, under the same title.

This report, covering the 6 months from 1 July through 31 Decerber
1961, constitutes the twelfth periodic supplement to EIC-RlkM, the
background report on Sino-Soviet Bloec Postwar Economic Activities in
Underdeveloped Areas, 3 August 1956, SECRET. The present supplemer b
relates noteworthy noneconomic activities, including military aid, to
the economic operations of the Bloe in underdeveloped countries in
order to place the economic aspects in the perspective of the over-all
brograms of the Bloc in these countries. This report was Prepzred Oy

a Working Group of the Economic Intelligence Committee, including rep-'

resentatives of the Departments of State, the Army, the Navy, the Ar
Force, Commerce, and Agriculture; the Agency for International Deve . op-
ment; the Office of the Secretary of Defense; the National Security
Agency; and the Central Intelligence Agency. It was approved by the:
Economic Intelligence Committee on 13 February 1962.

For purposes of this report, the term underdeveloped aress inclides
the following Free World countries : (1) all independent countries in
Latin America; (2) all countries in the Middle East, including Afghen-
isten, Cyprus, Greece, Pakistan, the Syrian Arab Republic, Turkey, and
the United Arab Republic (Hgypt); (3) all countries in Afriea 2xcept
the Republic of South Africa; (4) all countries in South and Southesst
Asia; and (5) Icelana, Portugel, Spain, and Yugoslavia.

- 1ii -

S=1i=C-R-E-T
Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9

-



25X1

Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9

S~-E-C-R-E-T
CONTENTS
Pege
Smmary . . . . . - . - » . L] . LI ] . . . . [ . . 1
-V -
S«E-C~R-E-T

Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9




25X1 Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9

Next 3 Page(s) In Document Exempt

Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9



Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9

S-E-C-R-E-T

SINO-SOVIET BLOC ECONOMIC ACTIVITTES IN _UNDERDEVELOPED AREAS
1 JULY - 31 DECEMBER 1061

Summarx

Patterns and Prospects

In 1961, Bloc economic relations with underdeveloped countr.es
generally followed the main patterns observed in earlier years: a
high level of new economic aild, an increase in drawings on develop-
mental credits, an expansion of military assistance, a sizable snflu-
of Bloc technical personnel, and a growth in the number of matriculaits
at Bloc training facilities. Although Cuba remained the focel point in
Latin America, a number of countries in Africa were accorded increas d
~attention, and activities in the Middle East and Asla were intersifi.d.

Afghanistan was the principal recipient of new Bloc economic aid.
The USSR extended $196 million* in two lines of credit for projects
included in Afghanistan's Second Five Year Plan (1962-67). As a re-
flection of the special status that Moscow has accorded Kebul, 2 major
part of the new economic aid will carry no interest charge and will te
. repayable over half a century. Although similar terms were applied to
& relatively small credit extended in 1957 for petroleum exploration in
northern Afghanistan, no other underdeveloped country has received a
Soviet credit carrying such ravorable terms.

The USSR responded with unquelified support for Afghanistan ~o thk=
crisis in Afghan-Pakistani relations that culminated in the severance
of diplomatic relations between Afghanistan and Pakistan last Septentar.
Soviet purchases of a bortion of Afghanistan's fresh fruit crop (nor-
mally sold to Pakistan and India) and a supplementary transit agreeme it
that will permit all items in Afghanistan's trade to transit the USSR
at rates competitive with the route via Pakistan were decisive Joviet
efforts to ameliorate difficulties arising from the closing of the
Pakistani border.

Considerable progress was made in construction work on projects
financed under credits extended in earlier years. With some excep-
"tlons, such as the Bhilai steel mill, expenditures for projects that
are both large and unigue have not weighed heavily in past drawings

* Unless otherwise indicated, all dollar velues in this report are ir
terms of US dollars.
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on major lines of credit. By 1961, however, planning and survey work
on a number of such projects had been completed and. construction work
started. Whereas in earlier years drawings for these projects were
confined largely to payment for technical services, in 1961 substantial
drawings also were made to cover the foreign exchange costs of construc-
tion materials and equipment. As a result, drawings on Bloc economic
credits and grants in 1961 were considerably more than in any previous
year.

The USSR pursued its arms diplomacy with vigor throughout most of
1961. Moscow responded to urgent appeals from several of its estab-
lished customers for large guantities of arms, including some recent-
generation weapons. Although the Kremlin repeatedly has evidenced
strong displeasure with the suppression of local Communist groups in
Iraq and the United Arab Republic (UAR), its irritation did not pre-
vent the conclusion of new military aid pacts with Baghdad and Cairo.
Nor did the anti-Communist orientation of the Indonesian army deter
Moscow from including substantial quantities of land armaments in an
expanded military aid accord with Djeskarta. The foreign policies of
Kassem, Nasser, and Sukarno -- particularly as concerns the Kuwait,
Israel, and West New Guinea issues =-- served to elicit positive ex-
pressions of Soviet support, of which the new military aid agreements
are important but by no means the sole elements.

Economic and Military Aid

The Bloc extended more than $470 million ir economic aid to under-
developed countries during the last 6 months of 1961, almost all in the
form of credits. In 1961, new economic aid totaled more than $980 mil-
lion, about $200 million less than in 1960 but more than in any other
year. From the inception of its economic aid program in 1954 to the
end of 1961, the Bloc has extended economic credits and grants totaling
nearly $4.6 pillion =-- 95 percent in the form of credits. Of all Bloc
economic aid extended by the cloge of 1961, almost three-fourths was
provided by the USSR and a like proportion was for countries in the
Middle Fast and Asia.

About TO percent of all Bloc economic aid extended by the end of
the year had been obligated for specific purposes. Of the total obli-
gated by the end of 1961, more than one-half has been channeled into
projects that will contribute directly to an expansion of industry;
almost one-fourth has been directed into activities that will boost
the output of agriculture, energy, and minerals; and approximately
one-seventh has been allocated for transportation and communications.

Although the terms of Bloc economic credits vary from case to case,
most of them carry low interest rates and are long term. Of all Bloc

]
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economic credits extended by the close of 1961, 85 percent provide:
for repayment periods of 10 years or more.

Drawings on economic credits and grants are estimated to be abcut
$180 million for the last 6 months of 1961 and about $305 million ior
the entire year. The level of drawings in 1961 was 50 percent higher
than for 1958, the previous record year, and more than twice the annual !
average for the period 1956-60. By the end of 1961, aboul 23 percent
of cumulative Bloc credits and grants extended had been drawm. This
proportion of expenditure, in relation to cumulative commitments, i=
about the same as the average for the last U4 years.

One majof new military ald agreement -- between the USSR and Irag -=
was concluded in the second half of 1961, Deliveries under th.s ag:ord
began in the closing months of the year. 1In addition, substaotigl de-
liveries were made under agreements signed earlier in 1961 by +he U3SR
with Indonesia and the UAL.

By the end of 1961 the Bloe had entered into agreements tc provide
12 underdeveloped countries with more than $2.2 billion worth o misi-
tary supplies and equipment. When known downpayments are deducted, the
amount of financial aid extended by the Bloc for military items alore
since September 1955 totals almost $2.1 billion. When discounts algo

are deducted, the credit finaneing provided amounts to nearly ¢$i.6 ri11dd.

Technical Assistance

During the last 6 months, about 10,300 Bloc technicians of all
types were present in underdeveloped countries -- an increagse or
> percent above the first half of 1961. The number of economic teck-
nicians increased 3 percent and of military technicians almost 18 oper-
cent.

By the end of 1961, about 21,600 individuals had been or were being
trained at academic, technical, or military training centers in the Zloc.
This figure represents an increase of 45 percent above the nunber at the

end of June 1961. The most rapid growth continues to be in the numbs:r
of academic students, who now constitute the largest of the three cas-
egories,

Almost 8,500 Bloc technicilans were engaged in economic activity
on a contract basis in 27 underdeveloped countries during the last
half of 1961. Declines in Yemen, Cambodia, and India were more than
offset by increases elsewhere. The largest gains were registered in
Cuba, Guinea, Indonesia, Iraq, Mali, and the UAR.
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More than 1,80C military specialists were present in 10 under-
developed countries. The largest increases occurred in the UAR, Cuba,
Indonesia, and Irag. Mali accepted 15 Soviet military technicians,
the first Bloc military technicians for this West African country.

The number of nationals from underdeveloped countries who have
undertakern instruction, both academic and technical, in the Bloc rose
by about 4,300 during the last half of 1961. Large increases in the
number undertaking academic training were registered for Cuba, Irag,
the Somali Hepublic, and Indonesia. Tn addition to the academic
students, about 2,000 new arrivals enrolled in technical training
.courses.

Since early 1996, nearly 14,400 nationals from underdeveloped
countries have enrolled at Bloc universities and technical training
facilities. More than one-half of these nationals have pursued aca-
demic programs, and the remainder have engaged in studies of’ a tech-
nical nature. Of the 47 underdeveloped countries participating in
these nonmilitery programs, 3 countries ~-- Cuba, India, Indonesia,
Iraq, and the UAR -- sccount for about TC percent of the total number
of students and trainees sent to the Bloc.

Approximately 1,950 new trainees undertook military training in
the Bloc during the last 6 months of 1961. Since 1955, about T,225
military trainees from underdeveloped countries have undertaken courses
of instruction in the Bloc, mainly in the USSR, Poland, and Czechoslo-
vakia. Indonesia provided more than 40 percent of the total, and the
UAR, Afghanistan, Syria, and Irag accounted for most of the remainder.

Trade

During the first 6 months of 1961 the value of Bloc trade with
underdeveloped countries was $1.6 billion, 15 percent above the level
for the comparable period in 1960. At an annual rate, however, trade
in the first 6 months of 1961 was only 9 percent above the level re-
corded for all of 1960. The increase achieved is the direct result of
a substantial growth in trade with Cuba, which more than offset declines
in trade with all other areas. In the first half of 1961 the Soviet
share in Bloc trade with underdeveloped countries increased and that of
the Rurcopean Satellites and Communist China declined.

Although the trends were not uniform for all countries and commodi-
ties, the decline in the value of Bloc trade with most underdeveloped
countries probably was due more to price changes than to a decline in
the volume of commodities exchanged. Average prices of agricultural
products in world trade, which had risen during 1959 and the early part
of 1960, fell somewhat during the second half of the year. This decline
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also carried over into the first half of 1961. The price declines
were particularly significant for some of the major commodities im-
ported by the Bloc from the underdeveloped countrieg -- for example,
cocoa, cotton, tobacco, and rubber.

The commodity composition of Bloec trade with underdevelopat coun-

tries in 1960 changed little from 1959. There was a significant
shift, however, within the foodstuffs category. Bloc imports wera
dominated by cotton and rubber, which together accounted tor 36 per -
cent of total imports fram underdeveloped countries. Foodsturr’s,
primarily sugar, coffee, and coeoa, comprised nearly 20 percent, ani
wool, hides and skins, and iron ore account for most of the reraind-r.

.Among Bloc exports the share represented by manufactured goods
and machinery and transportation equipment continued to increase.
These categories accounted for 63 Percent of Bloc exports to urdere
developed countries in 1960, compared with 58 percent in 1959. Petio-
leum and petroleum products and chemicals continued to comprise an
important part of Bloc exports in 1960, but exports of grains dropped
sharply.

Latin America

During the latter half of 1961, policies of Latin Americar coun-
tries with regard to economic relations with the Sino-Soviet Eloc
were generally characterized by an attitude of "wait and sece.” @x-
pectations created by President Kennedy's "Alliance for Progress"
were rising, and hopes for economic assistance from the United tatés
helped to discourage overt flirtation with the Bloc. New econumic
credits from the Bloc were f'ew, and trade with most countries o Latin

America was at lower levels in 1961 than during the same period in 160. :

The exception to this general rule was, of course, Cuba. Ttg
political and economic relatiocng with the Bloc continued to increase
dramatically. Cuba's economy continued its reorientation toward the
Bloc, and its political isolation in the hemisphere was increa.cd.
Exchanges of visitors, both officiel and informal, were numercus ang
frequent. Trade turnover with the Hloc rose to about $850 million i
1961, and Bloc purchases of Cuban sugar amounted to 80 percent or
Cuba's total sugar exports. By the end of the year, Bloc economic
credits to Cuba amounted to $357 million. Although construction
activities related to projects under these agreements have not kbeen
extensive, shipments of raw materials and foodstuffs and the presence
of large numbers of technicians have materially aided the Cubar
economy.
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Flsewhere in Latin America there was a general tendency to reject
Bloc offers of assistance, and no major economic aid agreements were
concluded. The availability to most countries of’ traditional Western
markets for most of their export products this year decreased the
pressure to explore new sales possibilities in Bloc markets. Except
for the Quadros goverrment in Brazil, the regional trend toward multi-
lateral trade policies deterred the signing of new trade and payments
agreements with the Bloc.

Among Bloc countries, Czechoslovakia was the most active in seeking
to expand economic activities in Latin America. Indeed, for many years
Czechoslovakia has been the Bloc's chief commercial contact with the
area. The respect that the Czechoslovaks continue to enjoy as business-
men is an important asset to their efforts to expand commercial relations
with Latin American countries. Czechoslovak tecanicians apparently are
viewed with less suspicion than those from other Bloc countries, who
are thought to be more preocccupied with propaganda and subversive
activities. There were some indications, notably in Bolivia and Brazil,
that Czechoslovak overtures were being aimed inereasingly at local
organizations such as labor syndicates and municipal govermments.

Their "people-to-people" approach may be calculated to increase recep-
tivity among the Latin American people toward expanding economic deal-~
ings with Czechoslovakia.

Brazil, up to the time of President Quadros' resignation late in
August 1961, was actively engaged in expanding its economic relations
with the Bloc. Important commercial missions were dispatched to Bloc
countries -- one in April visited the European Satellites and the USSR,
and another in August traveled to Communist Chira. A number of trade
agreements and protocols were concluded as a result of these missions,
and goverrment pronouncements reflected an anticipation of broadly ex-
panded markets for Brazilian products.

After GQuadros' resignation, however, the tempo of Brazilian interest
in Bloc relations slowed considerably. OStrong pressures vwere brought to
bear on the administration of President Goulart to curb the trend toward
increased contacts, and the numercus trade agreements concluded during
the summer had not been ratified by the end of 1961. Diplomatic rela-
tions with the USSR were resumed, however, and an interbank payments
agreement with Communist China was approved by the Goulart govermment.

In Bolivia the Soviet offer of $150 million in economic credits was
hotly debated, and President Paz was under increasing pressure to begin
negotiations with the USSR for its use. Meanwhile, the govermment gave
final approval to negotiate an offer by Czechoslovakia to construct an
antimony smelter in Oruro; by the end of 1961, however, an agreement had
not been concluded. Consideration was being glven to several other
Czechoslovak proposals, including a copper smelter and a sugar mill.

-6 -
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Sporadic interest shown by the USSR in Chilean copper touched &
sensitive nerve in that country, but negotistions have so far ‘aileil

to produce a formula satistactory to both sides, and, as in Bolivia,
the real commercial progress was made by Czechoslovakia.

Contacts with the Bloc by Argentina and Uruguay continued to decline
in 1961. Both countries took steps to limit the size and activities of
Bloc missions within their borders and to control the influence of ‘ocal
Communist organizations. The proportion of each country's trade with
the Bloc remained low, although the Argentine Govermment officially en-
couraged the search for new export markets in Bloc countries. Interest
in Uruguayan-Bloc trade diminished, largely as a result of improve-
ments in Uruguay's trade position with traditional US and Western Euroc«
pean partners.

Middle East

During the last half of 1961, Bloc economic activity in the Middle
Bast was highlighted by a major new aid agreement with Afghanistan.
The fulfillment of economic and military commitments to the UAR con=
tinued in spite of a marked deterioration in political relations that
accelerated following Syrie's successful revolt against Nasser late
in September. Bloc political relations with Iraq improved.

Rapid and effective exploitation of Afghanistan's break in diplo~
matic relations with Pakistan (together with such developments as a
large new Soviet credit; new Bloc-Afghan scientific, technical, and
cultural exchange agreements; and expanded Soviet military assistance
to the Afghan army) provided the Bloc with some of its most definite
economic offensive achievements during 1961. Shortly after the Afghai-
Pakistani frontier was closed to all trade in September, the USSR pur-
chased a large part of Afghanistan's important fresh fruit crop. The
USSR also announced measures to facilitate the transit of Afgha: trade
through Soviet territory at subsidized rates. These measures were cori-
bined with strong Soviet propaganda and political support for Aighani:tan
on the Pushtunistan issue. 1In October a new Soviet economic assistance
agreement was signed that provided two credits totaling $196 million
under favorable terms. The new credits raised the total of Sovietf ecc-
nomic aid to that country since 1954 to more than $L400 million.

The USSR continued to deliver equipment, including T-54 tanks,
under its military aid program in Afghanistan. Long-term training of
Afghan military cadets in the USSR inereased, and a number of high-
ranking Soviet military advisers arrived following a visit by Soviet
Marshal Sokolovskiy during October. The implementation of a number of
cultural and scientific exchange agreements resulted in a considerable
number of cultural, scientific, educational, and athletic exchanges
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during the latter part of 1961, including a reported Soviet offer of
about 500¢ scholarships for 3-year and U-year courses in Russian-
language study in the USSR. Other recent developments have included

a continued high level of activity by Soviet experts in preparing the
Afghan Second Five Year Plan, a Soviet-Afghan agreement on a number of
important economic development projects in northern Afghanistan, the
Soviet presentation of an atomic reactor to the Afghan Government, and
a Czechoslovak agreement to construct and equip an arms factory near
Kabul.

The bitter exchanges between Moscow and Cairo that began in May,
following Khrushchev's disparaging remarks to a UAR delegation then
visiting the USSR, caused a rift between the two countries that con-
tinued through the rest of the year. Soviet charges that the UAR
was discriminating against Syrian and Egyptian Communist Parties and
failing to properly acclaim Bloc economic aid projects were countered
by Cairc’s claim that local Communists were agents of the USSR and
allegations that Moscow was dissatisfied with the UAR's policies of
independence and neutrality. Moscow's precipitate recognition of
Syria further exacerbated UAR-Soviet relations. In spite of these
irritants the USSR continued to provide important economic assistance
to the UAR for the construction of the Aswan High Dam and other projects
and alsc continued to deliver arms and military eguipment. No new con-
tracts are known to have beern signed for industrial projects included in
the 1950 credit agreement, but it is estimated that about $50 million of
the 3100 million credit for the first stage of the Aswan High Dam had
been contracted. Although progress on the dam was slightly behind
schedule, it was anticipated that it could still be completed on time.
Trade between the UAR and the Bloc declined slightly during the first
half of 1961l compared with the comparable pericd for 1960. This de-
cline, however, reflects a decrease in cotton prices rather than a drop
in the wvolume of cotton exported to the Bloc.

On 8 September a Syrian army coup dissolved Syria's union with
Egypt, and only a few hours later the USSR became the first major
power to recognize an independent Syria. No new credits were extended
to Syria by the Bloc during 1961, and in the latter half of the year
only one new project was begun by a Bloc country -- work in connection
with the Ghab reclamation project (in the Orontes Valley) that was
awarded to Bulgaria. It is estimated that during the last 6 months of
1961 there were 415 Soviet Bloc economic and 200 military technicians
in Syria. The volume of Syria's imports from the Bloc declined slightly
during the first 8 months of 1961, but the Bloc continued to be a major
market for Syria's cotton, taking 40O percent of all cotton exported
during the 1960/61 season. As the year ended it appeared that, in spite
of manifestations of more favorable relations with the West, Syria
would continue to maintain strong economic relations with the Bloc,
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both to sustain its announced '"neutral" position and alsc as a result
of Bloc entrenchment as its sole supplier of arms.

The Bloc's influence in Iraq became stronger during the last half
of 1961 as a result of such developments as Soviet support for Ireg's
claim to Kuwait, Iraq's dispute with the Western oil firms, and tre
near-completion of Iraq's changeover to Soviet military materiel. In
consequence, Kassem became more lenient toward local Communists ani
awarded development projects to the Soviet Bloc against the better
Judgment of his subordinates. Although no additional credits for =co-
nomic assistance were extended to Iraq by any Soviet Bloc country -lur-
ing 1961, a $50 million arms &greement was obtained from the USSR by &
Iraqi mission that visited Moscow late in the year. Work on Bloc ::co=-
nomic development projects in Iraq continued at a slow pace, with only
one project, a radiobroadcasting station, completed during the period
under review. Bloc efforts to speed up implementation resulted in an
increase in the number ot Bloc technicians in Irag during the last few
months of the year. Iragi imports from the Bloc during 1961 are ex-
pected to have risen, mainly &s & result of the increased exports cf
machinery and equipment from Bloc countries. Iraqil exports to the
Bloc remain small.

Any limited gains that the USSR may have achieved in Pekisztan dur-
ing the first several months of 1961 through overtures seeking to ex-
ploit Pekistani neutralist sentiment appear to have been largely
negated during recent months. US reassurance to President Ayub during
his visit to Washington in July and Soviet support for Afghanistlan on
the Pushtunistan issue and support for Indis over Kashmir, together
with the resumption of Soviet nuclear testing and Soviet criticism of
Pakistan as an example of a colonialist-dominated state, have all
resulted in disillusionment and resentment regarding Soviet objectives,
No new Bloc aid has been extended. Cultural exchanges have been fer,
and there was a slight decline in the volume of trade recorded duriig
1961. The arrival of 25 Soviet petroleum technicians to begin oil ex-
ploration activities under the $30 million agreement that was concluded

e

with the USSR in the spring constituted the Bloc's only major econamic - ¢

activity during the period under review.

In Yemen the Bloc continued to maintain s considerable degree of
influence, especially in view of traditional Yemeni antipathy wowerd
the British and other Western elements and because of the continued
success of the Bloc in portraying itself as a generous and disinterested
benefactor of the Yemenl people. No new credits were extended i'rom
the Bloc to Yemen during 1961. In August the USSR and Yemen initial:d
an agreement for the construction of the Hudaydah-Ta'izz road, but no
final agreement has yet been reported. Nor have final agreements been
announced. on other Soviet aid offers, including & proposal for Aeroflot
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assistance in the organization of a civil airline. At the end of
November the Chinese Communists claimed to have completed the asphalt-
ing of the Hydaydah-San'a road and also were reported to have offered
to initiate a cotton-raising scheme to supply cotzon for a textile
plant they are scheduled to build at San'a in 1962. During the latter
part of 1961 the number of Bloc technicians in Yemen declined to about
Lo, of which about 500 were Chinese Communists. Soviet-Yemeni trade
also declined, notably the barter of Yemeni coffez for Soviet sugar.
The decline in Soviet trade was offset by increases 1n Yemeni trade
with the Satellites, and in general Yemeni trade continued to be
oriented toward the Bloc.

Africa

During the seccnd half of 1961 the Bloc negotiated an economic aid
agreement with Sudan for the first time and exparded aid and trade
agreements with a rumber of other African countries, most notably
Ghana. On the other hand, a substantial Bloc offer was rejected by
the Congo (Leopoldville). Furthermore, Bloc relations with Guinea,
where there is the greatest concentration of tangible Conmmunist aid
on the Africen continent outside of the UAR, became snarled by Guinean
charges of Bloc involvement in an alleged local plot against the
govermment -- Guinea ordered the Soviet Ambassador out of the country,
and early in 1962 Soviet Deputy Premier Mikoyan Tlew to Conakry to
smooth over the situation.

Sudan accepted a $22 million Soviet credit, partly as & means of
demonstrating its professed neutralism, but it continued to rely prin-
cipally on the West for foreign help in financing economic development.
Ethiopia and the USSR finally agreed on the construction of a $12 mil-
lion oil refinery, to be fipanced under a $100 million Soviet credit
extended in 1959, of which only about $2 million had been drawn.
Tunisia, made receptive to Bloc overtures by the frustration of 1its
military skirmishes against the French-held naval base of Bizerte,
accepted $38 million worth of new Bloc credits, but it continues to
rely principally on the United States for foreign economic assistance.

Chana received $93 million in new Bloc credits, which President
Nkrumah had solicited during an extended visit to Communist capitals
in the summer of 1961; and even more credits may have been negotiated
during the period but not announced specifically. With a total of
$182.1 million in identifiable Bloc credits, during the last 6 months
Ghana far exceeded Guinea as the major beneficiary of Bloc aid commit-
ments in Africa.

Mali, which received substantial Bloc credits during the first half
of 1961, got only $7.5 million in new credits during the second half.
The Somali Republic, also a major earlier recipient, got no new credits.
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Trade with the Bloc continued to grow, but there were no major
shifts, except for an erratic drop in Ghanalian exports to the Eloc --
& situation which will subsequently be regulated by long-term Soviet
commitments (to purchase cocoa) that were negotiated during the se-ond
half of 1961. Bloc shipments of military items continued at & subitan-:
tial level, notably to Morocco for transshipment to the Algerian r+bels:

Asia

During the last 6 months of 1961, political and economic instalilitts =
in a number of Asian countries continued to provide the Bloec with oppor-+
tunities for economic advances, especially in Nepal and Indonesia.

India's political, cultural, and economic relations with the USSR
and its European Satellites continued to grow during the second hal-’
of 1961, whereas relations with Communist China continued to dJeteri. rate:
Czechoslovakia was the oniy Bloc country to extend additional sid d&urine
the period under review, and there was little change in the volume :nd
character of Bloc trade, but counsiderable progress was made on proj.ct
commitments. A potentially sensitive aspect of the Bloc economic oifens:
sive in India continued to be the Soviet penetration of India's petroless
and aircraft industries. In addition, India concluded agreements for
cooperation in the peaceful uses of nuclear energy with the USSH and
Hungary. Several project contracts, dealing principally with India's
heavy machinery industry, were signed with Czechoslovakia, Hungary,
East Germany, and Poland under existing basic aild agreements.

The most significant event in Burma's relations with the Sino-Sorsiet -
Bloc during the last half of 1961 was the signing in December or a proto- i !
committing for project use the $84 million Chinese Communist credit of
January 1961. The three Soviet "gift" projects were formally turned
over to the Burmese Goverrment in July. There is evidence of increa. ed
Bloc interest in offering scholarships to Burmese students. Eiforts
were exerted to reduce Bloc clearing account deficits.

Political unrest in Nepal and the willingness of King Maherdra to
regard Bloc aid as a substitute for financial reform have made this
country an inviting target for Bloc economie offers. Grants, primarily
from Communist China, amounting to $55 million have been extended to
Vepal, nearly $14 million during the last 6 months of 1961. A new grnt
from Communist China is for the construction of a motor road. Agree-
ment was reached also on construction contracts for a number of cther
projects under earlier grants. Nepal had previocusly obtained corsidei-
able local currency assistance from Communist China, and the USUL has
now agreed to provide about $4 million to cover the local costs of ite
ald projects.

- 11 -
S-E-C~-R-E-T

Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9



Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9

S-E~-C-R=-E-T

Severe domestic unrest has led government officials in Ceylon to
intensify efforts to implement Bloc aid programs and at the same time
accelerate efforts to establish state ownership of enterprise. No new
Bloc aid has been received, but several Implementation contracts on
earlier credits were signed. Several projects, lncluding a rolling
mill, a tire factory, and a textile mill, are scheduled to be started
within the next several months. Moreover, a petroleum purchase con-
tract will permit the USSR to enter the Ceylonese market. Most of
Ceylon's sheet rubber exports in 1962 are expected to be delivered to
Bloc buyers.

Cambodia's economic relations with the Bloc during the last half
of 1961 remained generally unchanged. Politically, however, Cambodia
veered in the direction of a greater accommodation with the Bloc.
Modest progress was made in existing Bloc projects, and the gift items
promised to Prince Sihanouk during his 1960 visit to the Bloc have
been delivered. Sihanouk is reported to be considering a Bloc offer
of aircraft, but he has decided not to accept Bloc antiaircraft guns.
Additional Cambodian students departed for study in Soviet Bloc
countries.

The expansion and intensification of Sino-Soviet Bloc economic
and political relations with Indonesia continued during the last 6
months of 1961. The Bloc continued to give strong political support
to Indonesia on the West New Guinea issue, and in turn Indonesia sided
with the Rloc on such international issues as Berlin. New economic
credits amounting to $60.5 million brought the total of Bloc economic
and military aid to $1.3 billion. A series of high-level Soviet Bloc
missions to Indonesia resulted in $36.5 million in credits from Poland
and $24.0 million in credits from Hungary. All these credits covered
industrial projects ranging from coal mining to the development of a
pharmaceutical industry. Progress continued on Bloc aid projects
already underway, although in a number of instances very slowly. In
addition to the new economic credits, Bloc deliveries of military equip-
ment were an outstanding development during the period. Indonesia
acquired 10 Tu~16 medium jet bombers; a wide variety of army, navy, and
air force equipment and arms; 8 Soviet motor torpedo * ~3; and 10
river gunboats. At the end of September, Soviet Admirai Chernopsy
arrived in Djakarta to head a militery training mission that may even-
tually include 300 Soviet military personnel and techniclans. At least
390 Indonesian military personnel were estimated to be receiving train-
ing in the Bloc as of the end of the year.
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SINO-SOVIET BLOC ECONOMIC ACTIVITIES IN UNDERDEVELOPED AREAS
1 JULY - 31 DECEMBER 1961

Summarx

Patterns and Prospects

In 1961, Bloc economic relations with underdeveloped countries gen--
erally followed the main patterns observed in earlier years: a high
level of new economic aid,* an increase in drawings on developmental
credits, an expansion of military apsistance, a sizable influx f Bloe
technical personnel, and a growth in the number of matriculants at Floc
training facilities,** Although Cuba remained the focal point in Letin
America, a number of countries in Africa were accorded increased at-
tention, and activities in the Middle East and Asia were intensified.

Afghanistan was the principal recipient of new Bloc eccnomic aid,
The USSR extended $196 million*** in two lines of credit for projects
included in Afghanistan's Second Five Year Plan (1962-67). As o re-
flection of the special status that Moscow has accorded Kabul, a maj r
part of the new economic aid will carry no interest charge and will e
repayable over half s century. Although similar terms were applied -=o
a relatively small credit extended in 1957 for petroleum exploration in
northern Afghanistan, no other underdeveloped country has received g
Soviet credit carrying such favorable terms.,

The USSR responded with unqualified support for Afghanistzi to tie
crisis in Afghan-Pakistani relations that culminated in the severanc:
of diplomatic relations between Afghanistan and Pekistan last Septemier.
Soviet purchases of a portion of Afghanistan's fresh fruit crop (nor-
mally sold to Pakistan and India) and a Supplementary transit agreem:nt
that will permit all items in Afghanistan's trade to transit the USY:
at rates competitive with the route via Pakistan were decisive Sovie:
efforts to ameliorate difficulties arising from the closing of the
Pakistani border,

Considerable progress was made in construction work on projects
financed under credits extended in earlier years. With some excep-
tions, such as the Bhilai steel mill, expenditures for projects that
are both large and unique have not welghed heavily in past drawings

* BSee Figure 1, following p. 1k.

*% For details, see the summary table, p. 13, below.
**%  Unless otherwise indicated, all dollar values in this repcrt are in
terms of US dollars.
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on major lines of credit. By 1961, however, planning and survey work
on a number of such projects had been completed and construction work
started. Whereas in earlier years drawings for these projects were
confined largely to payment for technical services, in 1961 substantial
drawings also were made to cover the foreign exchange costs of construc-
tion materials and egquipment. As a result, drawings on Bloc economic
credits and grants in 1961 were considerably more than in any previous
year.

The USSR pursued its arms diplomacy with vigor throughout most of
1961. Moscow responded to urgent appeals from several of its estab-
lished customers for large gquantities of armse, including some recent-
generation weapons. Although the Kremlin repeatedly has evidenced
strong displeasure with the suppression of local Communist groups in
Iraq and the United Arab Republic (UAR), its irritation did not pre-
vent the conclusion of new military aid pacts with Baghdad and Cairo.
Nor did the anti-Communist orientation of the Indonesian army deter
Moscow from including substantial quantities of land armaments in an
expanded military aid accord with Djakarta. The foreign policies of
Kessem, Nasser, and Sukarno -- particularly as concerns the Kuwait,
Israel, and West New Guinea issues -- served to elicit positive ex-
pressions of Soviet support, of which the new military aid agreements
are important but by no means the sole elements.

Economic and Military Aid

Te Bloc extended more than $L470 million in economic aid to under-
developed countries during the last 6 months of 1961, almost all in the
form of credits. In 1961, new economic aid totaled more than $980 mil-
lion, about $200 million less than in 1960 but more than in any other
year. From the inception of its economic aid program in 1954 to the
end of 1961, the Bloc has extended economic credits and grants totaling
nearly $4.6 billion -~ 95 percent in the form of credits. Of all Bloc
economic aid extended by the close of 1961, almost three-fourths was
provided by the USSR and & 1ike proportion was for countries in the
Middle East and Asia.

About TO percent of all Bloc economic aid extended by the end of
the year had been obligated for specific purposes. Of the total obli-
gated by the end of 1961, more than one-half has been channeled into
projects that will contribute directly to ar expansion of industry;
almost one-fourth has been directed into activities that will boost
the ocutput of agriculture, energy, and minerals; and approximately
one-seventh has been allocated for transportation and communications.

Although the terms of Bloc economic credits vary from case to case,
most of them carry low interest rates and are long term. Of all Bloc
-2 -
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economic credits extended by the close of 1961, 85 percent provide
for repayment periods of 10 years or more.

Drawings on econocmic credits and grants are estimated to e aboiit
$180 million for the last 6 morths of 1961 and about $305 million f.r
the entire year. The level of drawings in 1961 was 50 percent highe-r
than for 1958, the previous record year, and more than twice the amwal
average for the period 1956-60. By the end of 1961, about 23 perce: .t
of cumulative Bloc credits and grants extended had been drawn. Thi
proportion of expenditure, in relation to cumulative commi tments, 1:
about the same as the average for the last 4 years.

One major new military aid agreement -- between the USSR ard Ireq =
was concluded in the second half of 1961. Deliveries under this accord
began in the closing months of the year. In addition, substartial de-
liveries were made under agreements signed earlier in 1961 by tne UESR
with Indonesia and the UAR.

By the end of 1961 the Bloc had entered into agreements tc provide
12 underdeveloped countries with more than $2.2 billion worth o- mili-
tary supplies and equipment. When known downpayments are deducted, the
amount of financial aid extended by the Bloc for military items alon-
since September 1955 totals almost $2.1 billion. When discounts als:s
are deducted, the credit financing provided amounts to nearly $..6 Lilliy .

Technical Assistance

During the last 6 months, about 10,300 Bloc technicians of' all
types were present in underdeveloped countries -- an increase o+
> percent above the first half of 1961. The number of ecoromic tech--
nicians increased 3 percent and of military technicians almost 183 pe:-
cent.

By the end of 1961, about 21,600 individuals had been or were being
trained at academic, technical; or military training centers in the ‘:loec.
This figure represents an increase of 45 percent above the number at the
end of June 1961. The most rapid growth continues to be in the numbe r
of academic students, who now constitute the largest of the three ca- -
egories.

Almost 8,500 Bloc technicians were engaged in economic activity
on a contract basis in 27 underdevelpped countries during the la=zt
half of 1961. Declines in Yemen, Capbodia, and India were more than
offset by increases elsewherec. 'The largest gains were registercd in
Cuba, Guinesa, Indonesia, Irag, Mali, and the UAR.

-3 -
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More than 1,800 military specialists were present in 10 under-
developed countries. The largest increases occurred in the UAR, Cuba,
Indonesia, and Irag. Mali accepted 15 Soviet military techniciens,
the first Bloc military technicians for this West African country.

The number of nationals from underdeveloped countries who have
undertaken instruction, both academic and technical, in the Bloc rose
by about 4,800 during the 1ast helf of 1961l. Large increases 1n the
number undertaking academic training were registered for Cuba, Iraq,
the Somali Republic, and Indonesia. In addition t6 the academic
students, about 2,000 new arrivals enrolled in technical training
courses.

Since early 1956, nearly 14,400 nationals from underdeveloped
countries have enrolled at Bloc universities and technical training
facilities. More than one-half of these nationals have pursued aca-
demic programs, and the remainder have engaged in studies of a tech-
nical nature. Of the L7 underdeveloped countries participating in
these nonmilitary programs, 5 countries -- Cuba, India, Indonesia,
Irag, and the UAR =-- account for about 7O percent of the total number
of students and trainees sent to the Bloc.

Approximately 1,950 new trainees undertook military training in
the Ploc during the last 6 months of 1961. Since 1955, about T,225
military trainees from underdeveloped countries have undertaken courses
of instruction in the Bloc, mainly in the USSR, Poland, and Czechoslo-
vekia. Indonesia provided more than 40 percent of the total, and the
UAR, Afghanistan, Syria, and Iraq accounted For most of the remainder.

Trade

During the first 6 months of 1961 the value of Bloc trade with
underdeveloped countries was $1.6 billion, 15 percent above the level
for the comparable period in 1960. At an annual rate, however, trade
in the first 6 months of 1961 was only 9 percent above the level re-
corded for all of 1960. The increase achieved is the direct result of
o substantial growth in trade with Cuba, which more than offset declines
in trade with all other areas. Tn the first half of 1961 the Soviet
share in Bloc trade with underdeveloped countries increased and that of
the Furopean Satellites and Communist China declined.

Although the trends were not uniform for all countries and commodi-~
ties, the decline in the value of Bloc trade with mest underdeveloped
countries probably was due more to price changes than to a decline in
the volume of commodities exchanged. Average prices of agricultural
products in world trade, which had risen during 1959 and the early part
of 1960, fell somewhat during the second. half of the year. This decline

- L4 -

A S-E-C~R-E-T
pproved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9



Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9

S~E-C-R-E-T

also carried over into the first half of 1961. The price declines
were particularly significant for some of the major commoditis- im-
ported by the Bloc from the underdeveloped countries -- for exsmple
cocoa, cotton, tobacco, and rubber.

The commodity composition of Bloc trade with underdevelope! coy -
tries in 1960 changed little from 1959. There was a significant
shift, however, within the foodstuffs category. Bloc imports vere
dominated by cotton and rubber, which together accounted for 36 per-
cent of total imports from underdeveloped countries. Foodstuti's,
primarily sugar, coffee, and cocos, comprised nearly 20 percent, ani
wool, hides and skins, and iron ore account for most of the rermaind r.

Among Bloc exports the share represented by manufactured pgoods
and machinery and transportation equipment continued +to increece.
These categories accounted for 63 percent of Bloc exports to under-
developed countries in 1960, compared with 58 percent in 1959. Petzo-
leum and petroleum products and chemicals continued to comprise an
important part of Bloe exports in 1960, but exports of grains dropped
sharply.

Latin America

During the latter half of 1961, policies of Latin American QU ~
tries with regard to economic relations with the Sino-Soviet Eloe
were generally characterized by an attitude of "wait and see." [x-
Pectations created by President Kennedy's "Alliance for Progress”
were rising, and hopes for economic assistance from the United ‘‘Late
helped to discourage overt flirtation with the Bloc. New economic
credits from the Bloc were few, and trade with most countries of Latin
America was at lower levels in 1961 than during the same period in 160.

The exception to this general rule was, of course, Cuba. Tis
political and economic relations with the Bloc continued to increase
dramatically. Cuba's cconomy continmued its reorientation towsrc the
Bloc, and its political isclation in the hemisphere was increased.
Exchanges of visitors, both official and informal, were numercus and
frequent. Trade turnover with the Bloc rose to about $850 million 1
1961, and Bloc purchases of Cuban sugar amounted to 80 percent o+
Cuba's total sugar exports. By the end of the year, Bloc economic
credits to Cube amounted +o $357 million. Although construction
activities related to projects under these agreements have not tbeen
extensive, shipments of raw materials and foodstuffs and the presence
of large numbers of technicians have materially aided the Cubar
economy.

-5 -
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Flsewhere in Latin America there was a general tendency to reject
Tloc offers of assistance, and no major economic aid agreements were
concluded. The availability to most countries of traditional Western
markets for most of thelr export products this year decreased the
pressure to explore new sales possibilities in Bloc markets. Except
for the Guadros govermment in Brazil, the regional trend toward multi-
lateral trade policies deterred the signing of new trade and payments
agreements with the Bloc.

Among, Bloc countries, Cznechoslovakia was the most active in seeking
to expand economic activities in Latin Americe. Indeed, for many years
Ozechoslovakia has been the Bloe's chief commercial contact with the
area. The respect that the Ozechoslovaks continue to enjoy as business-
men is an important asset ToO their efforts to expand commercial relations
with Latin American countries. Czechoslovak technicians apparently are
viewed with less suspicion than those from other Bloc countries, who
are thought to bs more preoccupied with propaganda and subversive
activities. There were some indications, notebly in Bolivia and Brazil,
that Czechoslovak overtures were being aimed increasingly at local
organizations such as labor syndicates and municipal governments .

Their "people-to-people” approach may pa calculated to increase recep-
tivity among the Latin American people toward expanding economic deal-
ings with Czechoslovakia.

Brazil, up to the time of President Quadros' resignation late in
August 1961, was actively engaged in expanding its economic relations
with the Bloc. Important commercial missions were dispatched to Bloc
countries -- one in April visited the European Satellites and the USSR,
and another in August traveled to Communist China. A number of trade
agreements and protocols were concluded as a result of these missions,
and goverrment pronouncemerits reflected an anticipation of broadly ex-
panded markets for Brazilian products.

After Quadros' resignation, however, the tempo of Brazilian interest
in Bloc relations slowed congiderably. Strong pressures were brought to
bear on the administration of President Goulert to curb the trend toward
inereased contacts, and the numerous trade agreements concluded during
the summer had not been ratified by the end of 1961. Diplomatic rela~
tions with the USSR were resumed, however, ard an interbank payments
agreement with Communist China was approved by the Goulart government.

In Rolivia the Soviet offer of $150 million in economic credits was
hotly debated, and President Paz was under increasing pressurc to begin
negotiations with the USSR for its use. Meanwhile, the government gave
final approval to negotiate an offer by Czechoslovakia to construct an
antimony smelter in Oruro; by the end of 1961, however, an agreement had
not been concluded. Consideration was being given to several other
Czechoslovak proposals, including a copper smelter and a sugar mill.
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Sporadic interest shown by the USSR in Chilean copper touched a
sensitive nerve in that country, but negotiations have so far tailec
to produce a formula satisfactory to both sides, and, as in Ecolivia
the real commercial progress was made by Czechoslovakia.

Contacts with the Eloc by Argentina and Uruguay continued to detr 14ne
in 1961. Both countries took steps to limit the size and activitiesr of
Bloc missions within their borders and to control the influence of Jocal
Communist orgenizations. The proportion of each country's tradc with
the Bloc remained low, although the Argentine Govermment officially en-
couraged the search for new export markets in Bloc countries. Tnterest
in Uruguayan-Bloc trade diminished, largely as a result of Improve-
ments in Uruguay's trade position with traditional US and Western Euros.
pean partners.

Middle East

During the last half orf 1961, Bloc economiec activity in the Middie
Fast was highlighted by a mejor new aid agreement with Afghanistan.
The fulfillment of economic and milltary commitments to the UAR con-
tinued in spite of a marked deterioration in political relations that
accelerated following Syria's successful revolt against Nasser iate
in September. Bloc political relations with Irag improved.

Rapid and effective exploitetion of Afghanistan's break in ¢iplo-
matic relations with Pakistan (together with such developments ss a
large new Soviet credit; new Bloc-Afghan scientific, technical. and
cultural exchange agreements; and expanded Soviet military assistance
to the Afghan army) provided the Bloc with some of its most deiZnite
economic offensive achievements during 1961. Shortly after the Afghi.n-
Pakistani frontier was closed to all trade in September, the USSR pus- - -
chased a large part of Afghanistan's important fresh fruit crop. Ths-
USSR also announced measures to facilitate the transit of Afghen trace
through Soviet territory at subsidized rates. These measures were ccm-
bined with strong Soviet propaganda and political support for Afghanistar
on the Pushtunistan issue. In October a new Soviet economic assistarce
agreement was signed that provided two credits totaling $196 million
under favorable terms. The new credits raised the total of Soviet eco-
nomic aid to that country since 1954 to more than $400 million.

The USSR continued to deliver equipment, including T-54 tank-,
under its military aid program in Afghanistan. Long-term trairiing of
Afghan military cadets in the USSR increased, and a number of hish-
ranking Soviet military advisers arrived following a visit by Soviet
Marshal Sokolovskiy during October. The implementation of a number ol
cultural and scientific exchange agreements resulted in a considerapl-
number of cultural, scientific, educational, and athletic exchanges

- 7T -

S-E-C-R-E-T
Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9



Approved For Release 2006/02/07 : CIA-RDP92B01090R000400010013-9

S-E-C-R-E-T

during the latter part of 1961, including a reported Soviet offer of
about 500 scholarships for 3-year and L4-year courses in Russian-
language study in the USSR. Other recent developments have included

a continued high level of activity by Soviet experts in preparing the
Afghan Second Five Year Plan, a Soviet-Afghan agreement on a number of
important economic development projects in northern Afghanistan, the
Soviet presentation of an stomic reactor to the Afghan Govermment, and
a Czechoslovak agreement to construct and equip an arms factory near
Kabul.

The bitter exchanges between Moscow and Cairo that began in May,
following Khrushchev's disparaging remarks to a UAR delegation then
visiting the USSR, caused a rift between the two countries that con-
tinued through the rest of the year. Soviet charges that the UAR
was discriminating against Syrian and Egyptian Communist Parties and
failing to properly acclaim Bloc economic aid projects were countered
by Cairo's claim that 1ocal Communists were agents of the USSR and
allegations that Moscow was dissatisfied with the UAR's policies of
independence and neutrality. Moscow's precipitate recognition of
Syria further exacerbated UAR-Soviet relations. In spite of these
irritants the USSR continued to provide important economic assistance
to the UAR for the construction of the Aswan High Dam and other projects
and also continued to deliver arms and military equipment. No new con-
tracts are known to have been signed for industrial projects included in
the 1958 credit agreement, but it is estimated that about $50 million of
the $100 million credit for the first stage of the Aswan High Dam had
been contracted. Although progress on the dam was slightly behind
schedule, it was anticipated that it could still be completed on time.
Trade between the UAR and the Bloc declined slightly during the first
nalf of 1961 compared with the comparable period for 1960. This de-
cline, however, reflects a decrease in cotton prices rather than a drop
in the volume of cotton exported to the Bloc.

On 28 September a Syrian army coup dissolved Syria's union with
Egypt, and only a few hours later the USSR became the first major
power to recognize an independent Syria. No new credits were extended
to Syria by the Bloc during 1961, and in the latter half of the year
only one new project was tegun by a Bloc country -- work in connection
with the Ghab reclamation project (in the Orontes Valley) that was
awarded to Bulgaria. It is estimated that during the last 6 months of
1961 there were 415 Soviet Bloc economic and 200 military technicians
in Syrie. The volume of Syria's imports from the Bloc declined slightly
during the first 8 months of 1961, but the Bloc continued to be a major
market for Syria's cotton, taking L0 percent of all cotton exported
during the 1960/61 season. As the year ended it appeared that, in spilte
of manifestations of more favorable relations with the West, Syria
would continue to maintain strong economic relations with the Bloc,
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both to sustain its announced "neutral" position and also as a resuit
of Bloc entrenchment as its sole supplier of arms.

The Bloc's influence in Irag became stronger during the last ha: f
of 1961 as a result of such developments as Soviet support for Iraq s
claim to Kuwait, Iraq's dispute with the Western oil firms, anc the
near-completion of Irag's changeover to Soviet military materiel. n
consequence, Kassem became more lenient toward local Communiste and
awarded development projects to the Soviet Bloc against the better
Jjudgment of his subordinates. Although no additional credits for e o=
nomic assistance were extended to Irag by any Soviet Bloc country &ir-
ing 1961, a $50 million arms agreement was obtained from the USSR o an
Iraqi mission that visited Moscow late in the year. Work on Flac ero-
nomic development projects in Irag continued at a slow bace, with or Ly
one project, a radiobroadcasting stetion, completed during the pericd
under review. Bloc efforts to speed up implementation resulted ip &n
increase in the number of Bloc technicians in Iraq during the last iow
months of the year. Iragi imports from the Bloc during 1961 zre ex-
pected to have risen, mainly as a result of +the increased exports of
machinery and equipment from Bloc countries. Iragi exports toc +he
Bloc remain small.

Any limited gains that the USSR mey have achieved in Pakistan dir-
ing the first several months of 1961 through overtures seeking to ex-
ploit Pakistani neutralist sentiment appear to have been largelv
negated during recent months. US reassurance to President Ayub duri-g
his visit to Washington in July and Soviet support for Afghanistan ¢
the Pushtunistan issue and support for Indis over Kashmir, tog:ther
with the resumption of Scviet nuclear testing and Soviet criticism o
Pakistan as an example of a colonislist-dominated state, have ail
resulted in disillusionment and resentment regarding Soviet obiecctives,
No new Bloc aid has been extended. Cultural exchanges have beer few,
end there was a slight decline in the volume of trade recorded durin:
1961. The arrival of 25 Soviet petroleum technicians to begin cil e.:-
bloration activities under the $30 million agreement that was ccacluied
with the USSR in the spring constituted the Bloc's only major econom o
activity during the period under review.

In Yemen the Bloc continued to mmintain s considerable degree of
influence, especially in view of traditional Yemeni antipathy toward
the British and other Western eléments and because of the continued
success of the Bloc in portraying iteelf as s generous and disinterer ted
benefactor of the Yemeni people. No new credits were extended from
the Bloc to Yemen during 1961. In August the USSR and Yemen initialed
an agreement for the construction of the Hudaydah-Ta'izz road, but ne
final agreement has yet been reported. Nor have final agreemert: been
announced on other Soviet aid offers, including a proposal 'or Aerofl.t
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agsistance in the organization of a civil airline. At the end of
November the Chinese Communists claimed to have completed the asphalt-
ing of the Hydaydah-San'a road and also were reported to have offered
to initiste a cotton-raising scheme to supply cotton for a textile
plant they are scheduled to build at San'a in 1962. During the latter
part of 1961 the number of Bloc technicians in Yemen declined to about
6L0, of which about 500 were Chinese Communists. Soviet-Yemeni trade
also declined, notably the barter of Yemeni coffee for Soviet sugar.'
The decline in Soviet trade was offset by increases in Yemeni trade
with the Satellites, and in general Yemeni trade continued to be
oriented toward the Bloc.

Africa

During the second half of 1961 the Bloc negotiated an economic aid
agreement with Sudan for the first time and expanded aid and trade
agreements with a number of other African countries, most notably
Ghena. On the other hand, a substantial Bloc offer was rejected by
the Congo (Leopoldville). Turthermore, Bloc relations with Guines,
where there is the greatest concentration of tangible Communist aid
on the African continent outside of the UAR, became snarled by Guinean
charges of Bloc involvement in an alleged lccal plot against the
govermment -- Guinea ordered the Soviet Ambsssador out of the country,
and early in 1962 Soviet Deputy Premier Mikoyan flew to Conakry to
smooth over the situation. '

Sudan accepted a $22 million Soviet credit, partly as a means of
demonstrating its professed neutralism, but it continued to rely prin-
cipally on the West for forelgn help in financing economic development.
Ethiopia and the USSR finally agreed on the construction of a $12 mil-
lion oil refinery, to be financed under a $100 million Soviet credit
extended in 1959, of which only about $2 million had been drawn.
Tunisia, made receptive %o Bloc overtures by the frustration of its
military skirmishes ageinst the French-held naval base of Bizerte,
sccepted $38 million worth of new Bloc credits, but it continues to
rely principally on the United States for foreign economic assistance.

Ghana received $93 million in new Bloc credits, which President
Nkrumeh had solicited during an extended visit to Communist capitals
in the summer of 1961; and even more credits may have been negotiated
during the period but not announced specifically. With a total of
$182.1 million in identifiable Bloc credits, during the last 6 months
Chana far exceeded Guinea as the major beneficiary of Bloc 2id commit-
ments in Africa.

Mali, which received substantial Bloc credits during the first half
of 1961, got only $7.5 million in new credits during the second half.
The Somali Republic, also a major earlier recipient, got no new credits.

- 10 -
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Trade with the Bloc continued to grow, but there were no msajor
shifts, except for an erratic drop in Gheanaian exports to the Hloc --
& situation which will subsequently be regulated by long-term loviet
commitments (to purchase cocoa) thgt were negotiated during the sec.nd
half of 1961. Bloc shipments of military items continued at a substan-
tial level, notably to Morocco for transshipment to the Algerian re-sels.

Asia

During the last 6 months of 1961, political and economic instabilit ¢
in a number of Asian countries continued to provide the Bloc with Q:IpOYr--
tunities for economic advances, especially in Nepal and Indoresia.

India's political, cultural, and economic relations with +he USHR
and 1ts European Satellites continued to grow during the second hagl:
of 1961, whereas relations with Communist China continued to detericrate,
Czechoslovakis was the only Bloc country to extend additional aid diring.
the period under review, and there was little change in the volume end
character of Bloc trade, but considerable brogress was made on project
commitments. A potentially sensitive aspect of the Bloc economic oiten-
sive in India continued to be the Soviet penetration of India's petrolens
and aircraft industries. In addition, India concluded agreements for
cooperation in the peaceful uses of nuclear energy with the U23: ané
Hungary. Several project contracts, dealing principally with India's
heavy machinery industry, were signed with Czechoslovakia, Hungary,
East Germany, and Poland under existing basic aid agreements.

The most significant event in Burma's relations with the Sino-Soviet
Bloc during the last half ot 1961 was the signing in December st a protos i
committing for project use the $84 million Chinese Communist cvedit of
January 1961. The three Soviet "gift" projects were formally turned
over to the Burmese Covermment in July. There is evidence of inereased
Bloc interest in offering scholarships to Burmese students. Ei“orts
were exerted to reduce Bloce clearing account deficits.

Political unrest in Nepal and the willingness of King Maheréra t..
regard Bloc aid as a substitute for financial reform have made tais
country an inviting target for Bloc economic offers. Grants, primar-ly
from Communist China, amounting to $55 million have been extended to
Nepal, nearly $14 million during the last 6 months of 1961. A new grant
from Communist China is for the construction of a motor road. Agree-
ment was reached also on construction contracts for a number of other
projects under earlier grants. Nepal had previously obtained conside r-
able local currency assistance from Communist China, and the USSR hac
now agreed to provide about $4 million to cover the local costs of its
ald projects.
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Severe domestic unrest has led government officials in Ceylon to
intensify efforts to implement Bloc aid programs and at the same time
accelerate efforts to establish state ownership of enterprise. No new
Bloc aid has been received, but several implementation contracts on
earlier credits were signed. Several projects, including a rolling
mill, a tire factory, and & textile mill, are scheduled to be started
within the next several months. Moreover, a petroleum purchase con-
tract will permit the USSR to enter the Ceylonese market. Most of
Ceylon's sheet rubber exports in 1962 are expected to be delivered to
Bloc buyers.

Cambodia's economic relations with the Bloc during the last half
of 1961 remained generally unchanged. Politlcally, however, Cambodia
veered in the direction of a greater accommodation with the Bloc.
Modest progress was made in existing Bloc projects, and the gift items
promised to Prince Sihanouk during his 1960 visit to the Bloc have
been delivered. Sihanouk is reported to be considering a Bloc offer
of aircraft, but he has decided not to accept Bloc antiaircraft guns.
Additional Cambodian students departed for study in Soviet Bloc
countries.

The expansion and intensification of Sino-Soviet Bloc economic
and political relations with Indonesia continued during the last 6
months of 1961. The Bloc continued to give strong political support
to Indonesia on the West New Guinea issue, and in turn Indonesia sided
with the Bloc on such international issues as Berlin. New economic
credits amounting to $60.5 million brought the total of Bloc economic
and military aid to $1.3 billion. A series of high-level Soviet Bloc
missions to Indonesia resulted in $36.5 million in credits from Poland
and $24.0 million in credits from Hungary. A1l these credits covered
industrial projects ranging from coal mining to the development of a
pharmaceutical industry. Progress continued on Bloc aid projects
already underway, although in a number of instances very slowly. In
addition to the new economic credits, Bloc deliveries of military equip-
ment were an outstanding development during the period. Indonesia
acquired 10 Tu~-16 medium jet bombers; a wide variety of army, navy, and
air force equipment and arms; 8 Soviet motor torpedo boats; and 10
river gunboats. At the end. of September, Soviet Admiral Chernopay
arrived in Djeskarta to head a military training mission that may even-
tually include 300 Soviet military personnel and technicians. At least
390 Indonesian military personnel were estimated to be receiving train-
ing in the Bloc as of the end of the year.

- 12 -
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FOREWORD

The reports on Sino-Soviet Bloc economic activities in underde-
veloped areas in this series provide periodic summaries and analytical
interpretations of significant developments in the economic relatiors
of Bloc countries with underdeveloped countries of the Free World.
These developments are reported on & current, factual basis in biweekly
reports under the same title.

This report, covering the 6 months from 1 July through 31 Decemter
1961, constitutes the twelfth periodic supplement to a background re-
port on Sino-Soviet Bloc Postwar Economic Activities in Underdeveloped
Areas, 8 August 1956, SECREL. The present supplement relates note-
worthy noneconomic activities, including military aid, to the e«onomic
operations of the Bloc in underdeveloped countries in order +to place
the economic aspects in the perspective of the over-all programs of
the Bloc in these countries.

For purposes of this report, the term underdeveloped areas includes
the following Free World countries: (1) all independent countries i,
Latin America; (2) all countries in the Middle East, including Afghan-
istan, Cyprus, Greece, Pakistan, the Syrian Areb Republic, Turkey, and.
the United Arab Republic (Egypts; (3) all countries in Africsa except
the Republic of South Africa; (4) all countries in South and Southea:;t
Asia; and (5) Iceland, Portugal, Spain, and Yugoslavia.
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SINO-SOVIET BLOC ECONOMIC ACTIVITIES IN UNDERDEVELOPED AREAS
1 JULY - 31 DECEMBER 1961

Summarx

Patterns and Prospects

In 1961, Bloc economic relations with underdeveloped countries
generally followed the main patterns observed in earlier years: a
high level of new economic aid, an increase in drawings on develop-
mental credits, an expansion of military assistance, a sizable inflix .
of Bloc technlcal personnel, and a growth in the number of matriculasnts
at Bloc training facilities. Although Cuba remained the focal voint in
Latin America, a number of countries in Africa were accorded increased
attention, and activities in the Middle East and Asia were intensified.

Afghanistan was the principal recipient of new Bloc economic aid.
The USSR extended $196 million* in two lines of credit for projects
included in Afghanistan's Second Five Year Plan (1962-67). As a re-
flection of the special status that Moscow has accorded Kabul, a major
part of the new economic aid will carry no interest charge and will be
repayable over half a century. Although similar terms were applied lo
a relatively small credit extended in 1957 for petroleum exploratior in
northern Afghanistan, no other underdeveloped country has received a
Soviet credit carrying such favorable terms.

The USSR responded with unqualified support for Afghanistan to tne
crisis in Afghan-Pakistani relations that culminated in the severanc:
of diplomatic relations between Afghanistan and Pakistan last Septemver.
Soviet purchases of a portion of Afghanistan's fresh fruit crop (nor-
mally sold to Pakistan and Indis) and a supplementary transit agreem:nt
that will permit all items in Afghanistan's trade to transit the USS<
- at rates competitive with the route via Pakistan were decisive Sovie:
efforts to ameliorate difficulties arising from the closing of the
Pakistani border.

Considerable progress wes made in construction work on projiects
financed under credits extended in earlier years. With some excep-
tions, such as the Bhilai steel mill, expenditures for projects that
are both large and unique have not weighed heavily in past drawings

* Unless otherwise indicated, all dollar values in this report are .n
terms of US dollars.
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on major lines of credit. By 1961, however, planning and survey work
on & number of such projects had been completed and construction work
started. Whereas in earlier years drawings for these projects were
confined largely to payment for technical services, in 1961 substantial
drawings also were made to cover the foreign exchange costs of construc-
tion materials and equipment. As a result, drawings on Bloc economic
credits and grants in 1961 were considerably more than in any previous
year.

The USSR pursued its arms diplomacy with vigor throughout most of
1961. Moscow responded to urgent appeals from several of its estab-
lished customers for large gquantities of arms, including some recent-
generation weapons. Although the Kremlin repeatedly has evidenced
strong displeasure with the suppression of local Communist groups in
Traq and the United Arab Republic (UAR), its irritation did not pre-
vent the conclusion of new military aid pacts with Baghdad and Cairo.
Nor did the anti-Communist orientation of the Indonesian army deter
Moscow from including substantial gquantities of land armaments in an
expanded military aid accord with Djakarta. The foreign policies of
Kassem, Nasser, and Sukarno -- particularly &s concerns the Kuwait,
Israel, and West New Guinea issues -- served to elicit positive ex-
pressions of Soviet support, of which the new military aid agreements
are important but by no means the sole elements.

Economic and Military Aid

The Bloc extended more than $470 million in economic aid to under-
developed countries during the last 6 months of 1961, almost all in the
form of credits. In 1961, new economic aid totaled more than $980 mil-
lion, about $200 million less than in 1960 but more than in any other
year. From the inception of its economic aid program in 1954 to the
end of 1961, the Bloc has extended economic credits and grants totaling
nearly $4.6 billion -- 95 percent in the form of credits. Of all Bloc
economic aid extended by the close of 1961, almost three-fourths was
provided by the USSR and a like proportion was for countries in the
Middle East and Asia.

About TO percent of all Bloc economic aild extended by the end of
the year had been obligated for specific purposes. Of the total obli-
gated by the end of 1961, more than one-half has been channeled into
projects that will contribute directly to an expansion of industry;
almost one-fourth has been directed into activities that will boost
the output of agriculture, energy, and minerals; and approximately
one-seventh has been allocated for transportation and communications.

Although the terms of Bloc economic credits vary from case to case,
most of them carry low interest rates and are long term. Of all Bloc

o]
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economlc credits extended by the close of 1961, 85 percent provide
for repayment periods of 10 years or more.

Drawings on economlc credits and grants are estimated to be abcut
$180 million for the last 6 months of 1961 and about $305 million for
the entire year. The level of drawings in 1961 was 50 percent high=r
than for 1958, the previous record year, and more than twice the araual
average for the period 1956-60. By the end of 1961, about 23 perce t
of cumulative Bloc credits and grants extended had been drawn. This
proportion of expenditure, in relation to cumulative commitments, i3
about the same as the average for the last L years.

One major new military aid agreement -- between the USSR and Iragq --
was concluded in the second half of 1961. Deliveries under this ac-ord
began in the closing months of the year. In addition, substantisl Jde-
liveries were made under agreements signed earlier in 1961 by the U8R
with Indonesia and the UAR.

By the end of 1961 the Bloc had entered into agreements to provide
12 underdeveloped countries with more than $2.2 billion worth of mili-
tary supplies and equipment. When known dovwnpayments are deducted, the
amount of financial aid extended by the Bloec for military items alone
since September 1955 totals almost $2.1 billion. When discounts also
are deducted, the credit financing provided amounts to neerly $1.6 Hillie s.

Technical Assistance

During the last 6 months, about 10,300 Bloc technicians of all
types were present in underdeveloped countries -- an increase of
> percent above the first half of 1961l. The number of economic tech-
nicians increased 3 percent and of military technicians almost 18 pOr-
cent.

By the end of 1961, about 21,600 individuals had been or were being
trained at academic, technical, or military training centers in the Blot.
This figure represents an increase of 45 percent above the number a-. the
end of June 1961. The most repid growth continues to be in the numver
of academic students, who now constitute the largest of the three crt-
egories.

Almost 8,500 Bloc technicians were engaged in economic activity
on a contract basis in 27 underdeveloped countries during the last
half of 1961l. Declines in Yemen, Cembodia, and Indis were more thar
offset by increases elsewhere. The largest gains were registered ir
Cuba, Guinea, Indonesia, Irag, Mali, and the UAR.

1
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More than 1,300 military specialists were present in 10 under-
developed countries. The largest increases ocecurred in the UAR, Cuba,
Indonesia, and frag. Mali accepted 15 Soviet military technicians,
the first Bloc military technicians for this West African country.

The number of nationals from underdeveloped countries who have
undertaken instruction, both academic and technical, in the Bloc rose
by about 4,800 during the last half of 1961. Large increases in the
number undertaking academic training were registered for Cuba, Iraq,
the Someli Republic, and Indonesia. In addition to the academic
students, about 2,000 new arrivals enrolled in technical training
cCourses.

Since early 1956, nearly 14,400 nationals from underdeveloped
countries have enrolled at Bloc universities and technical training
facilities. More than one-half of these nationals have pursued aca-
demic programs, and the remainder have engaged in studies of a tech-
nical nature. OFf the 4T underdeveloped countries participating in
these nonmilitary programs, 5 countries -- Cuba, India, Indonesia,
Traq, and the UAR -- account for about 'O percent of the total number
of students and trainees sent to the Bloc.

Approximately 1,950 new trainees undertock military training in
the Bloc during the last 6 months of 1961. Since 1955, about 7,225
military trainees from underdeveloped countries have undertaken courses
of instruction in the Bloc, mainly in the USSR, Poland, and Czechoslo-
vakia. Indonesia provided more than 4O percent of the total, and the
UAR, Afghanistan, Syria, and Irag accounted for most of the remainder.

Trade

Dmring the first 6 months of 1961 the value of Bloc trade with
underdeveloped countries was $1.6 billion, 15 percent above the level
for the comparable period in 1960. At an annual rate, however, trade
in the l'irst 6 months of 1961 was only 9 percent above the level re-
corded for all of 1960. The increase achleved is the direct result of
a substantial growth in trade with Cuba, which more than offset declines
in trade with all other areas. In the first half of 1961 the Soviet
share in Bloc trade with underdeveloped countries increased and that of
the Buropean Satellites and Communist China declined.

Although the trends were not uniform for all countries and commodi-
ties, the decline in the value of Bloc trade with most underdeveloped
countries probably was due more to price changes than to a decline in
the volume of commodities exchanged. Average prices of agricultural
products in world trade, which had risen during 1959 and the early part
of 1960, fell somewhat during the second hali’ of the year. This decline

T
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also carried over into the first half of 1961. The price declines
were particularly significant for some of the major commodities im-
ported by the Bloc from the underdeveloped countries -- for example .
cocoa, cotton, tobaccc, and rubber.

The commodity composition of Bloe trade with underdeveloped cour -
tries in 1960 changed little from 1959. There was a significant
shift, however, within the foodstuffs category. Bloc imports were
dominated by cotton and rubber, which together accounted for 46 per-
cent of total imports from underdeveloped countries. Foodstuffs,
primarily sugar, coffee, and cocoa, comprised nearly 20 percent. anc
wool, hides and skins, and iron ore account for most of the remainder.

Among Bloc exports the share represented by manufactured goods
and machinery and transportation equipment continued to increase.
These categories accounted for 63 percent of Bloc exports to under-
developed countries in 1960, compared with 58 percent in 1959. DPetro-
leum and petroleum products and chemicals continued to comprise an
important part of Bloc exports in 1960, but exports of grains dropped
sharply.

ILatin America

During the latter half of 1961, policies of Latin American coun-
tries with regard to economic relations with the Sino-Soviet Bloc
were generally characterized by an attitude of "wait and see." lHx-
pectations created by President Kennedy's "Alliance for Progress"
were rising, and hopes for economic assistance from the United tate:
helped to discourage overt {'lirtation with the Bloc. New econamic
credits from the Bloc were t'ew, and trade with most countries o0 Latin
America was at lower levels in 1961 than during the same period in 160.

The exception to this general rule was, of course, Cuba. Iis
political and economic relations with the Bloc continued to inerease
dramatically. Cuba's economy continued its reorientation toward the
Bloc, and its political isolation in the hemisphere was increa:;ed.
Exchanges of visitors, both official and informal, were numerous and
frequent. Trade turnover with the Bloc rose to about $850 million i
1961, and Bloc purchases of' Cuban sugar amounted to 80 percent of
Cubs's total sugar exports. By the end of the year, Bloc economic
credits to Cuba amounted to $357 million. Although construction
activities related to projects under these agreements have not been
extensive, shipments of raw materials and foodstuffs and the presenac::
of large numbers of technicians have materially aided the Cuban
economy .
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Flsewhere in Latin America there was a general tendency to reject
3loc offers of assistance, and no major economic ald agreements were
concluded. The availability to most countries of traditional Western
markets for most of their export products this year decreased the
pressure to explore new sales possibilities in Bloc markets. Except
for the Quadros government in Brazil, the regional trend toward multi-
lateral trade policies deterred the signing of new trade and payments
agreements with the Bloc.

Aong Bloc countries, Czechoslovekia was the most active in seeking
to expand economic activities in Latin America. Indeed, for many years
Czechoslovakia has been the Bloc's chief commercial contact with the
area. 'ihe respect that the Czechoslovaks continue to enjoy as business-
men is an important asset to their efforts to expand commercial relations
with Latin American countries. Czechoslovak technicians apparently are
viewed with less suspicion than those from other Bloc countries, who
are thought to be more preoccupied with propaganda and subversive
activities. There were some indications, notably in Bolivia and Brazil,
that Czechoslovak overtures were being aimed increasingly at local
organizations such as labor syndicates and municipal governments.

Their "people-to-people' approach may bs calculated to increase recep-
tivity among the Latin American people towarc. expanding economic deal-
ings with Czechoslovakia.

Traxil, up to the time of President Quadros' resignation late in
August 1961, was actively engaged in expanding its economic relations
with the Bloc. Important commercial missions were dispatched to Bloce
countries -- one in April visited the European Satellites and the USSR,
and another in August traveled to Communist China. A number of trade
agreements and protocols were concluded as & result of these missions,
and government pronouncements reflected an anticipation of broadly ex-
panded markets for Brazilian products.

After Quadros' resignation, however, the tempo of Brazilian interest
in Bloe relations slowed considerably. Strong pressures were brought to
bear on the administration of President Goulart to curb the trend toward
increased contacts, and the numerous trade agreements concluded during
the summer had not been ratified by the end of 1961. Diplomatic rela-
tions with the USSR were resumed, however, and an interbank payments
agreement with Communist China was approved by the Goulart government.

Tn Bolivia the Soviet offer of $150 million in economic credits was
hotly debated, and President Paz was under increasing pressure to begin
negotiations with the USSR for its use. Meanwhile, the government gave
final approval to negotiate an offer by Czechoslovakila to construct an
antimony smelter in Oruro; by the end of 1961, however, an agreement had
not been concluded. Consideration was being given to several other
(zechoslovak proposals, including a copper smelter and a sugar mill.

-6 -
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Sporadic interest shown by the USSR in Chilean copper touched a
sensitive nerve in that country, but negotiations have so far failed
to produce a formula satistactory to both sides, and, as in Bolivia,
the real commercial progress was made by Czechoslovakia.

Contacts with the Bloe by Argentina and Uruguay continued %o decline .
in 1961. Both countries took steps to limit the size and activities of
Bloc missions within their borders and to control the influence of loycal .
Communist organizations. The proportion of each country's trade wita
the Bloc remained low, although the Argentine Govermment officially =n-
couraged the search for new export markets in Bloc countries. Inter-=st
in Uruguayan-Bloc trade diminished, largely as a result of improve-
ments in Uruguay's trade position with traditional US and Western Euro-
pean partners.

Middle East

During the last half of 1961, Bloc economic activity in the Middle
Fast was highlighted by a major new aild agreement with Afghanistan.
The fulfillment of economic and milltary commitments to the UAR con-
tinued in spite of a marked deterioration in political relations that:
accelerated following Syria's successful revolt against Nasser late
in September. Bloc political relations with Iraq improved.

Rapid and effective exploitation of Afghanistan's break in diple-
matic relations with Pakistan (together with such developments as a
large new Soviet credit; new Bloc-Afghan scientific, technical, and
cultural exchange agreements; and expanded Soviet military ass.stane:
to the Afghan army) provided the Bloc with some of its most definite
economic offensive achievements during 1961. Shortly after the Afghan-
Pakistani frontier was closed to all trade in September. the U33R pur-
chased a large part of Afghanistan's important fresh fruit crop. Th=
USSR also announced measures to facilitate the transit of Afghan traie
through Soviet territory at subsidized rates. These measures were com=-
bined with strong Soviet propaganda and political support for Arghaniste
on the Pushtunistan issue. In October a new Soviet economic assistance
agreement was signed that provided two credits totaling $196 million
under favorable terms. The new credits raised the total of Soviet e:zxo-
nomic aid to that country since 1954 to more than $L400 million.

The USSR continued to deliver equipment, including T-54 tanks,
under its military aid program in Afghanistan. Long-term training or
Afghan military cadets in the USSR lncreased, and a number of high-
ranking Soviet military advisers arrived following & visit by 3oviet
Marshal Sokolovskiy during Octcober. The implementation of a number of
cultural and scientific exchange agreements resulted in a considerable
number of cultural, scientific, educational, and athletic exchanges
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during the latter part of 1961, including a reported Soviet offer of
about 500 scholarships for 3-year and l-year courses in Russian-
language study in the USSR. Other recent developments have included

a continued high level of activity by Soviet experts in preparing the
Afghan Second Five Year Plan, a Soviet-Afghan agreement on a number of
important economic development projects in northern Afghanistan, the
Soviet presentation of an atomic reactor to the Afghan Government, and
a (Czechoslovak agreement to construct and equip an arms factory near
Kabul.

The bitter exchanges between Moscow and Cairo that began in May,
following Khrushchev's disparaging remarks to a UAR delegation then
visiting the USSR, caused a rift between the two countries that con-
tinued through the rest of the year. Soviet charges that the UAR
was discriminating against Syrian and Egyptian Communist Parties and
tailing to properly acclaim Bloc economic aid projects were countered
by Cairo's claim that local Communists were agents of the USSR and
allegations that Moscow was dissatisfied with the UAR's policies of
independence and neutrality. Moscow's precilpitate recognition of
Syria further exacerbated UAR-Soviet relations. 1In spite of these
irritants the USSR continued to provide important economic assistance
to the UAR for the construction of the Aswan High Dam and other projects
and also continued to deliver arms and military equipment. No new con-
tracts are known to have been signed for industrial projects included in
the 1358 credit agreement, but it is estimated that about $50 million of
the $100 million credit for the first stage of the Aswan High Dam had
been contracted. Although progress on the dam was slightly behind
schedule, it was anticipated that it could still be completed on time.
Trade between the UAR and the Blec declined slightly during the first
nalf of 1961 compared with the comparable period for 1960. This de-
cline, nowever, reflects a decrease in cotton prices rather than a drop
in the volume of cotton exported to the Bloc.

On 8 September a Syrian army coup dissolved Syria's union with
Fgypt, and only a few hours later the USSR became the first major
power to recognize an independent Syria. No new credits were extended
to Byria by the Bloc during 1961, and in the latter half of the year
only one new project was begun by a Bloc country -- work in connection
with the Ghab reclamation project {in the Orontes Valley) that was
awarded to Bulearia. It is estimated that during the last 6 months of
1961 there were L15 Soviet Bloc economic and 200 military technicians
in Syria. The volume of Syria's imports from the Bloc declined slightly
during the first 8 months of 1961, but the Bloc continued to be a major
market for Syria's cotton, taking LO percent of all cotton exported
during the 1960/61 season. As the year ended it appeared that, in spite
of manifestations of more favorable relations with the West, Syria
would continue to maintain strong economic relations with the Bloe,
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both to sustain its announced "neutral" position and also as a resuls
of Bloc entrenchment as its sole supplier of arms.

The Bloc's influence in Trag became stronger during the lact helv
of 1961 as a result of such developments as Soviet support for Irag's
claim to Kuwait, Iraq's dispute with the Western oil firms, and the
near-completion of Iraq's changeover to Soviet military matericl. In
consequence, Kassem became more lenient toward local Communists and
awarded development projects to the Soviet Bloc against the better
Judgment of his subordinates. Although no additional credits for eco-
nomic assistance were extended to Irag by any Soviet Bloc country dur-
ing 1961, a $50 million arms agreement was obtained from the USSR by an
Iraqi missicon that visited Moscow late in the year. Work on Bloc eco-
nomic development projects in Iraq continued at a slow pace, with onl.y
one project, a radiobroadcasting station, completed during the period
under review. Bloc efforts to speed up implementation resulted in an
increase in the number of Bloe technicians in Iraq during the last fow
months of the year. Iragi imports from the Bloc during 1961 are ex-
pected to have risen, malinly as a result of the increased exports of
machinery and eguipment from Bloe countries. Iragi exports tc the
Bloc remain small.

Any limited gains that the USSR may have achieved in Pakistan dur-
ing the first several months of 1961 through overtures seeking to ex-
ploit Pakistani neutralist sentiment appear to have been largely
negated during recent months. US reassurance to President Ayub during
his visit to Washington in July and Soviet support for Afghanistan on
the Pushtunistan issue and support for India over Kashmir, together
with the resumption of Soviet nuclear testing and Soviet criticism of
Pakistan as an example of & colonialist-dominated state, have all
resulted in disillusionment and resentment regarding Soviet ob,jectives.
No new Bloc aid has been extended. Cultural exchanges have beer few.
and there was a slight decline in the volume of trade recorded during
1961. The arrival of 25 Soviet petroleum technicians to begin oil e::-
ploration activities under the $30 million agreement that was concluried
with the USSR in the spring constituted the Bloc's only major economc
activity during the period under review.

In Yemen the Bloc continued to maintain a considerable degree
of influence, especially in view of traditional Yemeni antipathy
toward Western elements and because of the continued success of the
Bloc in portraying itself as a generous and disinterested benefactor
of the Yemeni people. No new credits were extended from the Elcc
to Yemen during 1961. In August the USSR and Yemen initialed an
agreement for the construction of the Hudaydah-Ta'izz road, but no
final agreement has yet been reported. Nor have final agreements been

announced on other Soviet aid offers, including a proposal for Aercflot -
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assistance in the organization of a civil airline. At the end of
November the Chinese Communists claimed to have completed the asphalt-
ing of the Hydaydah-San'a road and also were reported to have offered
to initiete a cotton-raising scheme to supply cotton for a textile
plant they are scheduled to build at San's in 1962. During the latter
part of 1961 the number of Bloc technicians in Yemen declined to about
640, of which about 500 were Chinese Communists. Soviet-Yemeni trade
alsc declined, notably the barter of Yemeni coffee for Soviet sugar.
The decline in Soviet trade was offset by lncreases in Yemeni trade
with the Satellites, and in general Yemenl trade continued to be
oriented toward the Bloc.

Africa

During the second half of 1961 the Bloc negotiated an economic aid
agreement with Sudan for the first time and expanded aid and trade
agreements with a number of other African countries, most notably
Ghana. On the other hand, a substantial Bloc offer was rejected by
the Congo (Leopoldville). Furthermore, Bloc relations with Guinea,
where there 1s the greatest concentration of tangible Communist aid
on the African continent outside of the UAR, became snarled by Guinean
charges of Bloc involvement in an alleged local plot against the
government -~ Guinea ordered the Soviet Ambassador out of the country,
and early in 1962 Soviet Deputy Premier Mikoyan flew to Conakry to
smooth over the situation.

Sudan accepted a $22 million Soviet credit, partly as a means of
demonstrating its professed neutralism, but it continued to rely prin-
cipally on the West for foreign help in financing economic development.
Ethiopia and the USSR finally agreed on the construction of a $12 mil-
lion oil refinery, to be financed under a $100 million Soviet credit
extended in 1959, of which only about $2 million had been drawn.
Tunisia accepted $38 million worth of new Bloc credits, but it con-
tinues to rely principally on the United States for foreign economic
assistance.

Ghane received $93 million in new Bloc credits, which President
Nkrumah had solicited during an extended visit to Communist capitals
in the sumer of 1961; and even more credits may have been negotiated
during the period but not announced specifically. With a total of
$182.1 million in identifiable Bloc credits, during the last 6 months
Ghana far exceeded Guinea as the major beneficiary of Bloc ald commit-
ments in Africa.

Mali, which received substantial Bloc credits during the first half
of 1961, got only $7.5 million in new credits during the second half.
The Somali Republic, also a major earlier recipient, got no new credits.

Q-F-C-R-F-
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Trade with the Bloc continued to grow, but there were no major
gshifts, except for an erratic drop in Ghanalan exports to the iloc «-
a situation which will subsequently be regulated by long-term ioviet
commitments (to purchase cocoa) that were negotiated during the secand
half of 1961. Bloc shipments of military items continued at a cubstan-
tial level, notably to Morocco for transshipment to the Algeriar rebels.. .

Asia

During the last 6 months of 1961, political and economic instabiiitisi
in a number of Asian countries continued to provide the Bloc with opuwor= :
tunities for economic advances, especially in Nepal and Indonesia.

India's political, cultural, and economic relations with the USSR
and its European Satellites continued to grow during the second half
of 1961, whereas relations with Communist China continued to dcrerio-ate.
Czechoslovakia was the only Bloc country to extend additional aid du-ing
the period under review, and there was little change in the volume #ud
character of Bloc trade, but considerable progress was made on project
conmitments. A potentially sensitive aspect of the Bloc economic ofllen- |
sive in India continued to be the Scoviet penetration of India’'s petrlew:
and aircraft industries. In addition, India concluded agreements fo- :
cooperation in the peaceful uses of nuclear energy with the USHE and
Hungary. Several project contracts, dealing principally with India’
heavy machinery industry, were signed with Czechoslovakia, Hungery,
East Germany, and Poland under existing basic aid agreements.

The most significent event in Burma's relations with the Sino-Soviet :
Bloc during the last half of 1961 was the signing in December oI a pooto:t i
committing for project use the $84 million Chinese Communist credit of
January 1961. The three Soviet "gift" projects were formally turned
over to the Burmese Govermment in July. There is evidence of increased
Bloc interest in offering scholarships to Burmese students. Eriorts
were exerted to reduce Bloc clearing account deficilts.

Political unrest in Nepal and the willingness of King Maheundra to
regard Bloc aid as a substitute for financial reform have made this
country an inviting target for Bloc economic offers. Grants, primarily
from Communist China, amounting to $55 million have been extended to
Nepal, nearly $14 million during the last 6 months of 1961l. A new grant -
from Communist China is for the construction of a motor road. Agree-
ment was reached also on construction contracts for a number orf other
projects under earlier grants. Nepal had previously obtained consider-
able local currency agsistance from Communist China, and the USSR hds
now agreed to provide about 4 million to cover the local costs of ius
ald projects.
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Severe domestic unrest has led government officials in Ceylon to
intensify efforts to implement Bloc aid programs and at the same time
accelerate efforts to establish state ownership of enterprise. No new
Bloc aid has been received, but several implementation contracts on
earlier credits were signed. Several projects, including a rolling
mill, a tire factory, and a textile mill, are scheduled to be started
within the next several months. Moreover, a petroleum purchase con-
tract will permit the USSR to enter the Ceylonese market. Most of
Ceylon's sheet rubber exports in 1962 are expected to be delivered to
Bloc buyers.

Cambodia's economic relations with the Bloc during the last half
of 1961 remained generally unchanged. DPolitically, however, Cambodia
veered in the direction of a greater accommodation with the Bloc.
Modest progress was made in existing Bloc projects, and the gift items
promised to Prince Sihanouk during his 1960 visit to the Bloc have
been delivered. Additional Cambodian students departed for study
in Soviet Bloc countries.

The expansion and intensification of Sino-Soviet Bloc economic
and political relations with Indonesia continued during the last 6
months of 1961l. The Bloc continued to give strong political support
to Indonesia on the West New Guinea issue, and in turn Indonesia sided
with the Bloc on such international issues as Berlin. New economic
credits amounting to $60.5 million brought the total of Bloc economic
and military aid to $1.3 billion. A series of high-level Soviet Bloc
missions to Indonesia resulted in $36.5 million in credits from Poland
and $24.0 million in credits from Hungary. All these credits covered
industrial projects ranging from coal mining to the development of a
pharmaceutical industry. Progress continued on Bloc aid projects
already underway, although in a number of instances very slowly. In
addition to the new economic credits, Bloc deliveries of military
equipment were an outstanding development during the period. Indonesia
acquired 10 Tu-16 medium jet bombers; a wide variety of army, navy, and
air force equipment and arms; 8 Soviet motor torpedo boats; and 10
river gunboats. At the end of September, Soviet Admiral Chernopay
arrived in Djakarta to head a military training mission that may even-
tually include 300 Soviet military personnel and technicians. At
least 390 Indonesian military personnel were estimated to be receiving
training in the Bloc as of the end of the year.
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